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INTRODUCTION
The world growssmaller each day.

The economic lives of a ll

the countries are drawncloser to form one world economy.

There is

an increased realization that economic, social and p olitical develop
ment in one country can drastically affect a ll the nations of the world.
There seems to be a sort of socio-econo-political revolution in most
parts of the world giving rise to a generosity on the part of the
"Rich" and a sense of urgency to develop on the part of the "Poor."
In spite of this general economic uprising, the state of most of man
kind can be described in one word—Poverty.
About one-eighth of the earth's inhabitants live in comfort.
Three-eighths are poor, but live at or about the subsistence level,^
and the remaining half live at a level of grinding poverty.
The economic distress of the underdeveloped countries is not
of recent origin.

I t is centuries old.

What is new is that many

people in these countries have become painfully aware of their poverty
and as a result are urgently demanding an improvement in their way of
lif e .

They are no longer willing to accept poverty as their natural

fate.

tphilip Wemette, The Future of American Prosperity (New York:
The MacMillan Company, 195ÇJ7 p. 7.
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According to Henry George, "This association of poverty with
progress Is the great enigma of our times.

I t Is the central fact from

which springs Industrial, social and p olitical d ifficu ltie s that perplex
the world, . . .

I t Is the riddle which the Sphinx of Fate puts to our

civ iliza tio n , and which not to answer Is to be destroyed."^
I t Is more than a riddle, and I t could well be a threat to the
peace of the world.

The survival of peace and democracy may very well

depend "to a significant degree upon the economic and political systems
adopted by the underdeveloped and newly Independent nations, where
most of the world's people llve."^
The aim of this study Is not to propose a theory of development,
or to expose the moral and social Implications of poverty; I t Is simply
to show that the poor w ill remain poor and w ill continue to travel down
the spiral of poverty.

Given the prevailing economic and business

conditions, the hypothesis of this study can be stated as "the rich get
richer and the poor, poorer."
Chapter I surveys the literature and analyzes the definitions
of rich and poor, presenting a picture of both.
The underdeveloped have to contend with various d iffic u ltie s In
their march towards economic progress.
of the problems which have led

Chapter I I examines the nature

these countries Into a spiral of poverty.

THenry George, Progress and Poverty (Garden City, New York:
Doubleday* Doran and Company, In c., làèS), p. 10.
^Herbert V. Prochnow, World Economic Problems and Policies
(New York: Harper and Row Publishers, l9 é ïj, p. Ï5.
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Will the poor ever get rich?

An attempt Is made to answer this

question and further support the hypothesis in Chapter I I I .
The Big Push theory is advanced by many of the contemporary
economists as a cure-all for backwardness.

Chapter IV presents this

theory in its entirety and c ritic a lly analyzes its failures.
Government intervention leading to a wave of development plans
has swept the poor nations since the end of World War I I .

Case studies

of Indonesia (a novice at planning) and India (an expert at planning)
are presented in Chapter V to show that the progress of these countries
through their planning has been n il.
Concluding remarks form the body of Chapter VI.
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CHAPTER I
DEVELOPED AND UNDERDEVELOPED
EXTANT CONCEPTS
In spite of the massive literature on the subject of developed
and underdeveloped countries, an exp licit definition of the basic terms
is s t i l l lacking.

The purpose of this chapter Is to analyze these

terms and arrive at a working definition.
Many writers call an area underdeveloped because I t has a low
ratio of population to area.

This Implies that development Is feasible

and desirable, and overrates the importance of mere space.

As Jacob

Viner points out, just empty spaces, such as the Sahara Desert, “are
not properly to be regarded as underdeveloped areas unless 'underdeveloped*
is to be used as synonymous with Indeveloped.
Underdevelopment Is considered prevalent where there Is a
scarcity of capital evidenced by high Interest rates.
because of:

This may be

1) risk, 2) high elasticity of capital, and 3) capital has

been available only for urgent projects.
A commonly used criterion of underdevelopment Is the ratio of
Industrial output to total output, or of Industrial population to total
population.

This definition tends to lead to further confusion by the

Introduction of "nonindustrlallzatlon," whichintum Is not synonymous
w1th underdevelopment

(Oxford:

1Jacob Viner, International Trade and Economic Development
Clarendon Press, lèSS), p.”T5
4
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Some tend to Identify underdevelopment with age, calling them
"young countries."

"There are no satisfactory c rite ria for the age of

the country. . . . Time brings a ll things, but not to the same country.
To some I t brings prosperity, to others poverty.
Another concept of the word underdeveloped seems to Imply that
a country 1s poor In comparison to richer nations, and that country,
given Its economic potential. Is capable of achieving a higher level of
economic well-being.% Here the word underdeveloped suggests a capacity
for economic Improvement.

Professor Viner states somewhat the same

Idea when he defines an underdeveloped country as "a country which has
good potential prospects for using more capital, more labor or more
available natural resources, or a ll of these, to support Its present
population on a higher level of living , or . . . , support a larger
population on a not lower level of l i v i n g . I f this definition Is
applied, the basic criterion for distinguishing between developed and
underdeveloped economies becomes the size of the gap between a country's
economic potential and Its current state of achievement.

Given this

criterion, the United States, despite its high affluence, could be
called an underdeveloped country because of the large gap between
economic potential and realized economic activity.
’ ib id ., p. 12
^Walter Krause, Economic Development (San Francisco:
Publishing Company, 1961), p. 6.

Wadsworth

^Jacob Viner, "The Economics of Development," In A. N. Agrawala
and S. P. Sugh, Editors, The Economics of Underdevelopment (London:
Oxford University Press, T553), p. IS.
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I t would be of great value to have a series measuring the size
of this gap for each country, since this would provide a measure of a
country's economic development based on Its own, and not (m some other
country's maximum development.

As one w riter has noted, the current

definition In terms of International comparisons of levels of economic
well-being places us In a position of suggesting that "an adult rabbit
Is 'underdeveloped' because a baby elephant Is so much bigger . . . .
Although the Viner definition Is interesting and useful, the
criterion of comparative development gaps Is extremely d iffic u lt to
measure.

Measurement of the economic potential of a country Is even

harder to measure and makes this definition a purely academic one.
The confusion between means and ends seems to be the root of
the terminological controversy.
being is the end.

Raising the level of economic well

The principal means of achieving this objective Is

complete u tilizatio n of economic potential.

Since the ultimate objective

is the alleviation of economic poverty, the only yardstick by which an
economic system can be judged Is whether i t creates prosperity or
poverty for Its people, and so i t seems appropriate to define economic
development In terms of a certain measure of poverty.
According to Robert Theobold, " . . .

the difference between

these two parts of the world Is not In terms of underdevelopment with
Its perjoratlve tones of baciwardness not only In economic but also in

^B. M. Niculeseu, "Underxteveloped, Backward, or Low Income,"
The Economic Journal, LXV (September, 1955), p. 547.
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social organization; I t Is quite simply between poverty and riches."^
Therefore, for this study, these two definite worlds named developed
and underdeveloped—expressing a complex re a lity —w ill simply be called
the rich and the poor.
While the United States Is not the only rich country, (others
being Australia and Western Europe), I t w ill serve as our example.
The Rich
In spite of the shortcomings of some of Its economic and social
systems, the record of achievement here Is Impressive.

The United

States has had a continuous and rising curve of productivity, wages and
unmatched domestic purchasing power.

There are numerous reasons for this

success, but certain broad economic characteristics need mentioning.
John Chamberlain said:

"The variety of a free system Is

competitive capitalism—In that I t allows energy to flow uncoerced Into
a thousand and one different forms, expanding deeds, services and jobs
In myriad unpredictable ways."^ The concept of economic freedom Is the
cornerstone of American business.

I t unleashes Individual Ingenuity

which gives v ita lity and dynamism to the economy.

In spite of the hue

and cry of the protectionist, the principal tenet of the United States'
economic system Is competition.
^Robert Theobold, The Rich and the Poor (New York:
American Library of World O terature, Inc., 1 M l), p. 15.

The New

^John Cham*)erla1n, T I^ H e s of Economic Growth (Stanford:
Stanford University Press, 1§61), p .~ 7 Z .
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The entrepreneurs are essential elements In the process of
production, and the American econowy places great value on Individual
Incentive.

"From each according to his a b ility , to each according to

his needs" does not belong In American Idealism. . .
Above a ll Is capital.

The American people are not only able

to buy food and essentials, but have funds le ft over to spend or save
as they choose.

I t Is this capital which supports the competition and

supplies Incentive to the entrepreneurs.
The Poor
The term "poor" Is given to those countries which, when
compared to the rich, display numerous characteristics of poverty.
Defined this way, the term applies to most of the countries of Latin
America, Asia and Africa, as well as some countries In Southern and
Eastern Europe.

Despite a considerable diversity between these nations

which Is not found between the rich, several characteristics are
sufficiently widespread to warrant their being considered as bench
marks of economic underdevelopment.
The f ir s t among such characteristics Is low per capita Income.
One recent study estimates that the lowest Income countries, containing
two-thirds of the world's population, receive less than 30 percent of
the world's Income.

(At the other extreme, a small group of wealthy

countries, with less than 8 percent of the world's population,
receives approximately 28 percent of the world's Income.)^

Table 1-1,

^Eugene Haley, The Future of Underdeveloped Countries (New York:
Harper and Brothers, 196TT, p. 401.
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which shows per capita GNP for a related group of countries in 1955,
provides substantial evidence of this disparity.
As could reasonably be expected, the level of material well
being in poor countries is substantially below standards of the rich.
In general, the Inhabitants of the poor countries are 111-fed, I l l clothed, badly housed, poorly educated and diseased.

Table 1-2

(Columns 1 - 3) focuses attention on three of the most common non
monetary measures of comparative national welfare:

literacy rates,

caloric Intake and l i f e expectancies.

Professor Krause summarizes

the situation In the following words :

"The picture portrayed Is that

people In underdeveloped countries tend, on the average, not to liv e so
long as the people In developed countries, and while they liv e , they
tend to experience far more deprivation.
Another feature of poverty Is revealed by an analysis of output
structures and occupational distribution.

Almost without exception

output and employment are concentrated In primary production. I . e . ,
agriculture and mining.

(See Table 1-2, Columns 4 - 5 ) .

Primary pro

duction constitutes 40 percent to 60 percent of total output, and 60
percent to 90 percent of the population Is engaged In subsistence agri
cultural production.

Similar data for developed countries Indicates

that raw materials production Is of less Importance.

^Krause,

0£.

c i t . , p. 11
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TABLE I - l
PER CAPITA GROSS NATIONAL PRODUCT
SELECTED COUNTRIES. 1955
(IN UNITED STATES DOLLARS)

Per Capita
Income
Range

Developed
Country
Amount

1,500 or over
800 - 1,499
.

300 - 799

100 - 299

United States
Canada

2,343
1,667

New Zealand
Switzerland
Australia
Sweden
France
United Kingdom
Norway

1,249
1,229
1,215
1,165
1,046
998
969

West Germany
USSR
Ita ly
Union of South
Africa

762
682
442

Japan
Spain

240
239

Venezuela
Argentina
Panama
Colombia

762
374
350
330

Turkey
Brazil
Philippines
Chile
Saudi Arabia
Indonesia

276
262
201
180
166
127

381

99 or under

Source:

Underdeveloped
Country
Amount

Belgian Congo
Haiti
India
Pakistan
Communist China
Nepal

98
75
72
56
56
40

Adapted from Walter Krause, Economic Development (San Francisco:
Wadsworth. 1961). Table 2. p. loi
10
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CD

■D
O
Q .

C

g
Q .

TABLE 1-2

■D
CD

SOME DEVELOPMENT INDICATORS FOR SELECTED COUNTRIES (1959 DATA)

C/)
C/)

■8D

CD

3.

3"
CD

CD
■D
O
Q .

C

a
3
"O
O

Countries
Latin America
Argentina
Brazil
Ecuador
Guatemala
Mexico
Venezuela
Asia
India
Japan
Pakistan
Thailand

Literacy Percent
of Population
15 Years
and Over

Caloric
Intake
Per Capita
Per Day

86
49
56
29
57
53

3040
2500
2230

17

2080
2210
1930

19
64

————

2330
2300

Percent of GnP
Life
From Primary
Expectancy
Production
(Males Aged
(Except Mining)
One Year)
62
39
57
48
44

23
26
37
——
——

6

52

50
17
55
40

mm mm

» —

39
67
——

Percent of
Population
Active In
Agriculture

35
80
90
66
50
73
“ "■

85
90

o
CD
Q .

■D
CD

C/)
C/)

Africa and Near East
Ghana
Iran
Iraq
Tanganyika
Advanced
United States
Canada
West Germany
Source:

—

15
31

97
96
96

mm mm

——

85

——

mmmm

- -

- - - -

" "

59

- -

3130
3150
2890

68
69
68

4
7
7

Based on Stephen Enke. Economics for Development (Enqlewood C liffs . New Jersey:
Inc., 1963), Tables 2-2, 2-3, 2-4, S-STanO -S.

19
24
25
Prentlce-Hall

12
Widespread and chronic underemployment is another characteris
tic of the poor nation, and is due to the slow expansion of nonagricultural
employment opportunities.
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CHAPTER I I
SPIRAL OF POVERTY
"Unless we can see the Great Ascent from the vantage point of
those who must make the climb, we cannot hope to understand the d i f f i 
culties of the march.Econom ic theories of growth can help us c la rify
the "logistic of the Great Ascent."

I t must, however, be pointed out

that there is no single theory of growth for dealing with the problems
of cumulative change.
According to the classical theory of economic growth, the most
important ingredients are capital formation, resource discovery, popu
lation growth and technological progress.

National output is determined

not only by the amount of these factors but also by the proportions in
which they are combined.

The rate of growth depends on the rate of

change in the above-factors.

Since resource discovery and technical

progress are impossible without capital accumulation, capital can be
considered as the very core of economic development.
Capital accumulation is possible only i f the society is able
and w illing to forego present consumption for increased future
consumption.
income that

I t is only by saving and investing a share of the national
capital investment and economic progress are possible.

^Robert L. Heilbroner, The Great Ascent (New York:
Row, Publishers, 1962), p. 33.

Harper and

13
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"There Is no other road to economic development than a compulsory
rise In the share of the national Income which Is withheld from consumption
and devoted to Investment."^
In poor countries the rate of Investment Is low because the per
capita Income Is so low that there Is very l i t t l e margin between Income
and expenditure.

The low real Income Is due to the low productivity,

which. In turn. Is due largely to the lack of capital.
capital Is a result of the small capacity to save.

The lack of

Thus the vicious

circle Is complete.
On the demand side for capital, also, there exists a vicious
circle.

According to R. Nurkse, the Inducement to Invest Is limited by

the size of the market.
power of the people.

The market Is limited by the small purchasing

This Is due to their small Income which In turn Is

due to low productivity.

Low productivity Is the result of the small

amount of capital Invested.

The vicious circle Is again complete.

The savlng-Jnvestment process Is further complicated by the fact
that In many poor countries a high rate of Interest Is essential to
Induce the public to save.
demand for capital.

But high Interest rates w ill discourage the

Low rate of Investment w ill decrease the per capita

Income, which w ill cause the rate of savings to fa ll s t i l l lower and the
rate of Interest to rise s t ill higher.

(London:

^Gunner llyrdal, Economic Theory and Underdeveloped Regions
Gerald Duckworth Company, 1»7TT~p. 82.
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The high rate of population growth tends to add further
d iffic u ltie s to the accumulation of savings, and investment in the poor
countries is Just enough to keep up the present standard of living.
Unless income rises more rapidly than population growth, the demand
pattern is likely to be weighted toward food and presents l i t t l e induce
ment to manufacturing of other products.^
Professor Nurkse has provided a succinct statement of the
concept:
I t (vicious circle of poverty) Implies a
circular constellation of forces tending to act and
react upon one another in such a way as to keep a poor
country in a state of poverty . . . . For example, a
poor man may not have enough to eat; being underfed, his
health may be weak; being physically weak, his working
capacity is low, which means that he is poor, . . .; and
so on. A situation of this sort, relating to a country
as a whole, can be stnroed up in the t r it e proposition:
'a country is poor because i t is p o o r . '2
We have already seen how the various characteristics of under
development are themselves obstacles to development.

In addition, the

literature abounds with long lis ts of other obstacles which inhibit
efforts to improve the economic status of underdeveloped countries.^
Generalization on this subject is d iffic u lt for several reasons.
F irst, there is considerable diversity among the underdeveloped
countries.

A certain factor, overpopulation, for example, may be

^United Nations, Process and Problems of Industrialization in
Underdeveloped Countries (19Ü5), pTlSI
^Raonar Nurkse, Problems of Capital Formation in Underdeveloped
Countries
s (Oxford: BasiTTOclSeTT, iSWTT PpV 5:7.------------------------^Krause,

0£.

c i t . . Chapters 3 and 4.
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considered the most important obstacle in some countries, while in other
countries the problem of population growth may be of less importance.
Each country, in addition to the general obstacles rooted in poverty, has
certain problems that are unique to its own environment.

Second,

generalization is d iffic u lt because what is thought to be an obstacle to
development is a matter of personal judgment.

Leading authorities are

far from agreed on what constitutes the fundamental obstacles.
However, several obstacles are included on every l is t .
be grouped under three broad headings:

1) economic, 2) political and

3) socio-cultural and demographic problems.
mentioned obstacles are:

They can

Some of the most frequently

lack of natural resources, a low volume of

savings, shortage of foreign exchange, labor and entrepreneurial inade
quacies, political in s ta b ility , lack of achievement motivation, excessive
population growth, and a general cultural resistance to change.
In describing these obstacles to development the concept of a
vicious circle is once again used to show the interrelationships among
the obstacles.

Each of the factors listed as an obstacle is in a sense

both the cause and effect of other obstacles.

One example, as noted

previously, is the circular interdependence of income and capital
accumulation.
How can a poor country ever hope to overcome these inadequacies
and f u l f i l l so many necessary conditions? Why are the people of a poten
t ia lly rich country, say B razil, as economically poor as the people living
in the regions of the Sahara? This w riter maintains that the obvious chain
of cause and effect in the vicious circle theory is the answer—dismal as
i t may seem.
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CHAPTER I I I
THE POOR GET POORER
Poverty Is not a new phenomenon In the history of the world.
The new phenomenon Is the Incredible rise of living standards in the
developed countries after World War I I .

The news of this richness has

been the prime mover in changing ideas into p o litic a lly backed demands
for development.
Before attempting to analyze the hypothesis "the rich get richer
and the poor, poorer," i t is f ir s t necessary to understand why the poor
have remained poor while the rich have advanced towards more riches.
Background
No thing can exist without its opposite.

Within this natural

law the exploited and the exploiters are the two actors that give rise
to the ideas of poverty and riches.

Almost a ll poor countries have one

thing in common, they have always been exploited by the rich.
colonies.
country.

They were

Before World War I I they formed an integral part of the mother
Colonial progress was not studied as a separate problem but as

a part of the organic whole.

The entire economy of the "family of nations"

was based on a form of comparative advantage.

Natural resources were

drained out of the colonies to Industrial centers of the mother country,
and the development policies in the colonies were exclusively directed
toward the stimulation of those industries for which they were best suited.
17
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At the same time a ll unsuitable Industries were discouraged.

In Africa,

loans for cocoa planters were available at 2.5 percent whereas a ll other
loans cost the natives 35 percent.^

In addition, foreign Investment was

encouraged only In short-term enterprises which yielded quick profits.
Therefore, the very f ir s t vicious circle was Initiated by the
exploiters in the following manner:

Since no industry was allowed to

develop in the colony, the cost of production remained higher than In the
industrialized mother country, and the colony was forced to specialize In
the production and supply of raw materials and natural resources.

At the

same time, as long as the costs of Industrial production In the colonies
remained higher than In the mother country, no Investment was profitable
for development of an Industry which might progress In the future.

The

situation was further worsened with each stage of tremendous Industrial
progress in Europe.

The gap widened.

The vicious circle was closed!

Some progress (with selfish motive) was made In certain sectors which were
regarded as most suitable for development under the natural environmental
conditions of the area.

Only the refineries In the Middle East were

developed and large royalties were paid to the Shleks; but nowhere did
these profits lead to the genuine development of the area.
great Shieks seldom reinvested their gains locally

In addition, the

In development projects.

Thus there existed a bond between the local land or o il baron and
the makers of European colonial policy.

"Therefore, each national move

ment In the colonies brought with I t Its specific social content, while
^Y. S. Brenner, Theories of Economic Development and Growth
(New York: Fredrick A. J>raeger, Publisher, 1 ^ 6 ), p. *52.
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each social demand automatically assumed a nationalistic form."^
War I I Introduced a new kind of cap ita list Into these colonies.

World
These were

the allies who had to develop local Industries to supply th eir forces.
The new capitalists invested locally and employed the natives.
was cast.

The die

Later attempts to return these countries to prewar conditions

met with fa ilu re .

In addition to the In filtra tio n of American cap ital,

a great wave of good w ill swept the world after the war and contributed
to the awakening of the poor countries and their hunger for a higher
standard of living.
The foregoing paragraphs have explained how the poor of today
were kept In that sorry condition.

Why they w ill remain poor and get

poorer Is the subject of the balance of the chapter.
There exist Innumerable factors which hamper the growth of these
countries.

However, for the purpose of this study three basic factors,

fallin g into three broad categories of growth, are Isolated.
categories are:

These

1) foundation of an economy, 2) disadvantage In Inter

national trade, and 3) modernization and technological advance.
further simplify, the discussion of the

To

hypothesis Is made In terms of

an equation.
Poverty Is directly proportional to:

1) Inefficiency of agri

culture, which is the foundation of an economy [ f ( a ) ] , 2) e la sticity of

h b ld ., p. 255.
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the demand of primary products in world trade [ f ( e ) ] , and 3) technological
gap [ f ( t ) ] .

The equation can then be written as:
P

f(a ,e ,t) or

P ■ K [f(a ,e ,t)] where k is a constant
Inefficiencies in Agriculture
Even today agriculture forms the backbone of a country's econoiqy.
While a vast majority of the farmers in the underdeveloped world produce
barely enough food for themselves, the farmers in the industrialized
countries feed scores of people scattered throughout the world.

Regard

less of certain theories in this area, this w riter is of the opinion that
as long as production in agriculture remains low, there can be no hope
for progress in any other sector of the economy, especially for those
countries whose exports consist mainly of agricultural products.
A high productivity in farming is a must to release workers to
seek other occupations and at the same time to avoid total nationstarvation.

Agricultural progress is needed to feed the industrial

worker and to provide a market for their manufacturers.

In spite of all

the aid, the agricultural output of the poor countries remains at an
appallingly low level.
,

Take Ghana, for example, where the food situation is not as

extreme as India's,

hn 1960, a farmer in that country was producing

enough food to feed one and one-half working people.

Given a population

Increase of 2.7 percent annually, the food production should increase 20
^Statistics in this section based on figures in the Ghana Seven
Year Development Plan, 1960.

Reproduced with permission of the copyright owner. Further reproduction prohibited without permission.

21
percent within seven years to keep up with the rise in demand.

Further

more, i f the farmer Is to produce agricultural raw material In addition
to food the increase in production w ill have to be 33 percent within
seven years.

In other words, normal growth In agricultural production must

rise about 5 percent I f any kind of growth In Industry Is to be expected.
As can be seen from the following paragraphs, this Is rather a hard task
to be accomplished by Ghana or any other poor country.
The development of agriculture Is further handicapped by Its
association with colonialism.

The underdeveloped countries seek fashionable

Industry and are reluctant to discuss agriculture.

This attitude has led

to severe food shortages In the country and precious foreign exchange
has been spent to keep the people from total starvation.
I t Is sometimes argued that cheap food may be Imported from the
rich.

This Is not really applicable to the underdeveloped countries, for

they have nothing with which to pay for the Imports.

Only an o il or

mineral rich country can afford this sort of luxury.
In contrast to the underdeveloped countries, agriculture In the
advanced countries Is government supported.

The producers, with the help

of modem machinery and government protection, produce a large surplus which
more than satisfies the domestic requirements and completely eliminates
the need for Importing basic foodstuffs.

This condition gives Impetus

to further Industrialization and modernization for the basic need of the
economy Is completely satisfied.
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Elasticity of Demand of the Primary Products. f(e )
The next most Important fact which w ill keep the poor poor Is
their tragic role In International trade.

Most experts In this area

believe the underdeveloped countries should Improve and expand their
production of raw materials and trade with the Industrialized countries.
This argument Is based on the belief that most poor countries enjoy
their greatest comparative advantage In the area of raw material pro
duction.

While this approach seems reasonable, concentration In raw

materials production Is not sufficient formany poor countries, f>r
their export trade then becomeshlghly reliant upon one or two products.
This not w ly reinforces their poverty but also perpetuates I t .

Copper

accounts for half of Chile's exports; rubber for half of Malaysia's;
cotton, jute and tea for half of Indian exports; coffee for 45 percent
In the case of Brazil; rice for 45 percent In Ceylon; sugar for 44 percent
In the Philippines and cotton for 70 percent In Egypt.^

For progress and

prosperity these countries are dependent on the sale of these products,
and unfortunately, the demand Is quite elastic, both with respect to
price and Income.

Consequently, the demand for these raw materials on

the International market offers no sta b ility on which to base hopes for
higher levels of Income.
The chances of progress for these poor are virtually n il, since
any expansion of the market Is possible only through price cuts and these
price cuts "defeat the object of raising additional foreign currency
^Maurice Dobbs, Economic Growth and Underdeveloped Countries
(New York: International Publishers, 19?3T, p. 12.
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with which to finance additional i m p o r t s . T h e disasterous effects of
price change were computed by the United Nations Economic Commission and
i t reports

that a change of only 5 percent in average export prices is

equivalent

to the annual inflow of private and public capital and of

government grants to the poor countries.
In spite of signs of recent revival, the prices of primary
commodities have fallen continuously since 1950, directly benefiting
the rich.

(Refer to Table I I I - l ) .

Within this framework of fallin g

prices there are also great price fluctuations with prices sometimes
halving and doubling In the space of a year.
great frustration to the poor.

This has been a source of

These fluctuations have made i t virtu ally

impossible for countries exporting such products to anticipate the value
of their exports and hence the volume of imports they can afford.
The development of synthetics has lessened the world's demand
for most of the primary products.

According to Professor Harrison, the

development of synthetic and substitute materials has meant that the
demand for raw materials has not kept up with the increase In industrial
production.^ Thus, although the postwar boom has brought about an enor
mous output, the demand for the products which the poor countries are
best suited to produce has sadly decreased.

^Anthony Harrison, The Framework of Economic Activity (London:
Macmillan and Company, Ltd.TT967), p. 1597
^Ib id ., p. 152
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TABLE I I I - l
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RECENT TRENDS IN INTERNATIONAL TRADE

(/)
C /)

Value, Price (Unit Value) and Volume of World Trade and Volume of World Production,
1953 and 1957-64
1957 " i w

"8O
(O '

3.

3"
CD

CD

r\>

... ■T959

1980

• m

r ■ 1962 -~ m r

1964

Value of world exports? (thousand million dollars f.o .b .)
TotalZ
78.2
109.5
105.5
113.4
Primary products
41.8
53.2
49.8
52.2
Manufactured goods
35.4
55.1
54.5
59.7

125.9
56.2
68.3

131.5
58.0
71.9

138.7
59.6
77.5

151.2
65.0
84.0

168.7
71.0)
(95.7)

Unit value of world exports (indices 1953-100)
Total
100
103
100
Primary products
100
101
96
Manufactured goods
100
104
103

99
93
103

100
92
105

99
91
106

99
91
106

100
94
107

102
97
108

Volwne of world exports (indices 1953-100)
Total
100
136
Primary products
100
126
Manufactured goods
100
150

146
134
164

161
146
184

170
152
192

179
157
206

193
165
222

212
(175)
(250)

134
118
141

143
121
153

149
122
162

159
126
174

167
129
185

(176)
(130)
(198)

-o

O
C
a
O
3
Q .

-o
o

CD
Q .

135
124
149

Volume of world commodity output (indices 1953-100)
All commodities
100
121
124
Agriculture
100
110
115
Mining and manufacturing 100
127
128

-o
CD

(/)
(/)

^Excluding United States special category exports.
2
Including commodities not classified according to kind.
Source: GATT, International Trade. 1964 (1965).
Note: The unit value indices do not include the Eastern trading area; the export-volume indices are
estimates.
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In addition, the markets for manufactured and semimanufactured
goods of the poor have also been closed.

Their share of the world

exports have fallen from 27 percent In 1953 to 20.2 percent in 1964,
while that of the rich has Increased from 58.6 percent to 64.8 percent
in the same period.^

(Refer to Table I I I - l and Chart I I I - l ) .

The poor

then are forced to remain poor, for they are not allowed to pay for the
Imports they need for development nor have they been able to develop
industries for a larger market.
Professor Kiichivo Satah, a Japanese economist, explains i t
through a theory of dependence.

The dependence rate (DpR) is directly

proportional to import volume (IV) and inversely proportional to the sum
of domestic output (DO) and import volume (IV ).^

The above statement can

then be converted into the following:
DpR -

IV
DÔ + IV

For the rich, DpR for almost a ll commodities (except certain
metals and rubber) is always at its lower limits of 1 due to substitute
products.

However, for the poor, the DpR is high and usually between

0.6 and 0.7, indicating a high dependency rate due to IV factor.

This

proves that the needs of the poor are nontransferable and nondeferable.

^Ibid., p. 155.
^Herbert V. Prochnov, editor, ^ r ld Economic Problems and
Policies, (New York: Harper and Row, Publishers, 1965), p. l l
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CHART I I I - l
TRADE OF POOR COUNTRIES WITH REST OF THE WORLD
1960 - 1970
(Billion Dollars at 1960 Prices)

Imports

12

Exports

10

8
6

4
2

1960

Source:

2

4

6

8

1970

International Trade, 1965 (GATT, 1966).
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The dependency is once again related to the e la sticitie s of supply
and demand.

Since the statistics on domestic output are not available

for poor countries, export figures were substituted, and the following
table s t i l l supports the dependency theory.

TABLE I I 1-2
EXPORT AND IMPORT VOLUME AND DpR
FOR SELECTED COUNTRIES
1965

Country
United States and
Canada

Exports^

D iff

Imports 1

DpR

33 Bil

29 Bil

+

4

0.4

Brazil

1,406 Mil

1,487 Mil

-

81

0.6

India

1,682 Mil

2,831 Mil

-1,149

0.7

All Southeast Asia

8,640 Mil

11,910 Mil

-3,270

0.6

All African
Countries

6,910 Mil

7,070 Mil

-

0.5

160

^Statistics taken from GATT, International Trade (1965).

Quota Restrictions
The essential question in the trade relationship between these
two worlds is to what extent and at what speed they are proceeding toward
a truly economic complementarity.

To put i t d ifferently, the question
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Is whether the rich are w illing to encourage the poor to sell a ll that
they can economically produce.
fa r from encouraging.

The answer to this question again Is

High Import duties on products of Interest to

the underdeveloped countries appear to have become a natural feature
of the t a r if f structure of the Industrialized countries.

Quota restric

tions on the Imports from the poorer countries are a pernicious form of
discrimination.
An example of theserestrictions is found In the Importation of
textiles.

Despite the fact that such restrictions are not only considered

Inmoral by GATT, but also by a majority of the citizens of this country,
the Import of textiles Into the United States continues to be restricted.
In addition to outright ta riffs there are heavy excise duties within
the rich countries which are designed to re s tric t the demand for Imports
from the poorer countries.

Restrictions, then, only affect the poor

who have no bargaining power to change the system, the purpose of which
seems to be to protect the strong from the weak.
I t Is Ironical that the solution to the question of quota
restriction, which Is knownas the "rule of reciprocity" (matching
concessions), adds to the poverty of thepoor.

While there has been

l i t t l e or no reduction In the ta r iffs on the manufacturer of the poor
world, groups of rich countries have achieved the gradual reduction of
ta riffs on Items of mutual Interest to themselves with the consequence
that the poorer countries have been further handicapped In expanding
their exports.
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Furthermore, t a r if f structures In the developed world discrimi
nate in favor of raw materials and prim ry products and against the
export of processed goods from the underdeveloped.

Mr. B. K. Nehru,

Ambassador to the United States, comments:
What this amounts to in essence is that the
developed countries should continue to enjoy the entire
value that is added in the processing of raw materials,
and that the poorer countries should be inhibited from
industrializing themselves and should continue to carry
on their existence as the world's hewers of wood and
drawers of water.'
Though the above comment of Mr. Nehru seems rather harsh, the
following example w ill clarify the point.

African countries can export

raw cocoa beans to European Economic Community by paying a duty of only
5 percent.

But the same cocoa beans processed into powder or cocoa

butter or subjected to some simple process is rewarded with an export
duty of 136 percent.2 To summarize:

The underdeveloped nations depend

on the rich for the supply of a ll necessary equipment for development.
Their demand for these goods is Inelastic and their exports to the rich
are declining.
elastic.

The demand of the rich for these commodities is highly

In addition,Ibreign exchange accumulated by the poor through

the sale of these commodities has to be spent in the rich countries to
obtain the industrial goods which are necessary for development.

^B. K. Nehru, from a speech given before the Foreign Trade
Convention, Waldorf Astoria, New York (November 1, 1966).
^6ATT, International Trade (1964), p. 65.
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Furthermore, the rich countries sometimes demand that the Importing
country repay loans either In scarce hard currency or through the
purchase of the exporter's goods.
Technological Progress, f ( t )
The ever-increasing technological gap which separates these two
worlds tends to keep the poor poorer.

A large segment of the under

developed nations believes that they would climb the h ill to prosperity
I f they only possessed the technology of the rich.
farther from the truth.

This couldn't be

Modem technology, by Its very nature. Is not

suitable to serve by Its e lf as a lever to raise the standard of living
In the underdeveloped countries.^

But what Is modern technology?

I t Is

labor saving, capital consuming, and requires skilled and educated labor.
This Is exactly what the poor countries do not need and do not have.
There are those who believe this high technology should be transferred
per se to help the plight of the poor.

The remaining part of this

chapter w ill look Into this and attempt to show why this simply cannot
be achieved.
Technology moves In a cycle and can only flourish I f the cycle
Is conducive to Its growth.

In the advanced countries there exists a

cycle—production, consumption, creation of needs, and research and
development.

Thus technology Is generated In the system and forms a

part of I t .

^Brenner, ogp. c i t . . p. 257.
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This cycle is not present In the underdeveloped world.

Industry,

technology and science are a ll Imported—$di1ch Is analogous to a trans
fusion of blood Into a lifeless body.

This transfusion of new technology

Into the poor nations leads to so-called modernization. I . e . , the poor
modernize their way of lif e through the u tilizatio n of radio, television,
etc. obtained from outside, but are not capable of Increasing Industrial
ization.

To put I t another way. Industry and modernization should

follow a parallel path In an economy.

In a viable system, for example,

consumption of a new Item follows production, which In turn follows In
vention.

But In the poor countries there Is a wide gap between Indus

trializatio n and modernization.
Aside from the gap mentioned above, modernization becomes In
Its e lf a sad hindrance to development by making the nationals of a poor
country seek the "demonstration effect."

Usually the e lite , who also

form the leadership of the country, ape the colonial habits of con
sumption and spending, mistaking them for real values.

This excessive

consumption In luxury goods (conspicuous consumption) on the part of
the few weakens the whole economy by reducing the foreign exchange of
the country and the amount thmy might save.
k Factor
To balance the equation for poverty a constant k is used which
depends on socio-political conditions prevailing in the country.

In

most of these areas political instab ility Is a rule rather than an
exception.

Planning and growth depend on an open and dependable future.
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Different languages, customs and habits in these parts prevent free
mobility of labor and capital within the country.

The jo in t family

system destroys incentives for saving and investing.

Religion places

an overwhelming emphasis on the spritual and ceremonial aspects of
lif e .

In India, for example, 7 percent of a ll rural income is spent

on ceremoniesP
Above a l l , these poor countries have a multitude of institutions
and attitudes which make their society less conducive to progress.

A

classical example of an African's statement on labor is as follows:
There is a tendency in the west for people to
assume that man lives to work. We believe that man
works to liv e . This view of lif e gives rise to our
high preference for leisure.2
Prosperity demands that people not only sacrifice their luxuries
but that they be w illing to work conscientiously toward a goal.
Therefore, even i f a ll the factors on the right

side of our

equation are positive, a negative k factor w ill tend to keep a country
poor and, as time passes, make its condition worse.
Illustrating the Equation
From the above discussion i t can readily be seen that the poor
have virtu ally no chance of ever becoming rich.

Though this study

could not develop and quantify the unknowns of the equation, i t s t ill
supports the thesis of this study.
'ib id ., p. 257.
^D. K. Chisiza, "The Contemporary Outlook," The Journal of
African Studies, Vol. 1 (March 1963), p. 32.
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Take the case of Chile, for example.

The constant k tends to

be negative .

The country is steeped in religion and Its various

institutions.

The political situation is unstable and is not conducive

to development.
Its prime dependence is agriculture, pursued in accordance with
the slow rhythms of nature.
machinery cannot be used.

Land is held in small parcels where
Its inefficiency in agriculture makes f(a )

negative.
Considering f ( e ) , the main export of Chile is copper.

For each

American cent by which the price of copper varies, the Chilean treasury
1
gains or loses about four million dollars.
With this one export, Chile
has to buy from the rich not only capital goods like machinery, but
also the luxuries for its rich, the demand for which is inelastic for
Chileans.

Furthermore, Chile imports the majority of its machinery from

Germany and has to pay more for its transport and installation.

This

means a higher proportion of capital costs.
Technical improvements are constantly being made in the rich
countries and the pace of this technological advance is phenomenal.
Chile is not in a position to adopt new technology and therefore tends
to continue lagging behind the rich, who had bigger advantages to start
with.

According to one assessment i t would take forty-two years for

countries in Latin America, including Chile, to reach a per capita output
of one-third of that of the United States today.2
^"What is Economic Development," United Nations Review, Vol. 5
(March 1959), p. 25.
^United Nations, Analyses and Projections of Economic Development
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A Note on Aid
The problems of the poor have been Increasingly discussed and
analyzed by the people of the rich countries.

The rich citizenry Is

sometimes at a loss to understand why the poor cannot forge ahead with
a ll the funds received from them.

This note w ill attempt to cla rify

this situation.
The poor borrow large amounts of capital from various Institu 
tions, such as the World Bank.

The news media usually trumpet the

amounts loaned, but forget to mention one Important Item—Interest.
In 1964, Interest payments made by the poorer countries were estimated
at 3,750 million dollars, which Is equivalent to about 12 percent of
their export earnings and about 40 percent of the grants and long-term
loans received by these countries.^

Therefore, these countries have to

return a large proportion of the capital Inflow Immediately as Interest
p a in t s .

Furthermore, their current state of Indebtedness retards

further inflow as I t reduces the security of the loan.
For the purpose of solving certain problems—the a and e factors
of the equation—a new organ of the United Nations known as the United
Nations Conference on Trade and Development (UNCTAD) was set up in 1963.
The main purpose of UNCTAD Is to stop the decline of primary commodity
prices and to restate the "terms of trade."

Although statistics prove

that the poor's terms of trade have been deteriorating over the past ten
years, the rich countries refuse to acknowledge this.

This has given rise

to a controversy and Is a source of tension pulling these two worlds asunder.
^United Nations, International Financial Statistics (1965).
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CHAPTER IV
DEVELOPMENT THEORY
In spite of a ll controversies in the lite ra tu re , fu ll employ
ment (and more recently, the promotion of economic growth) is now deemed
a proper welfare function of the modem state.

The urgent need to

become rich, and the demonstrated success of state planning in trans
forming the economy of the Soviet Union, has convinced the world's poor
nations that vigorous governmental action is the only shortcut to
economic development.
The issue confronting the poor is not the stabilization of
demand or the maintenance of fu ll employment, but the need to remold
the entire economy.

Their task is not reconstruction of a once prosperous

economy, but the construction of a viable economy out of human and
natural resources that have never been a part of modem economy.

In

addition, they want to accomplish this task, which took the west centuries
to accomplish, in a relatively short period of time.
between the horns of a dilenna.

Should the economic development be

gained by evolution or revolution?
cons on this matter.^

Hence, they are

Literature abounds with pros and

But, in the opinion of most students of this sub

je c t, detemined efforts by an informed government offers hope for success.

V o r a discussion on this topic see Economic Development,
edited by Laura Raudal (Boston: D. C. Heath and Coimpany, II964).
35
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This chapter attempts to analyze one of the most important and
popular theories promulgated by economists to accelerate growth and
hence richness.

The sword that w ill behead the monster of poverty Is

acknowledged to be "economic planning," with extensive government action
wielding the sword.

However, before beginning this analysis, a word

should be said concerning the definition of the term "economic planning."
In this work this term refers to "deliberate, rational, continuous e ffo rt
by governments to accelerate the process of economic development and to
channel I t Into the desired direction" by means of a statement of
objectives and the allocation of resources necessary for achievement.^
The Big Push Theory
In recent years a nunber of economists have concluded that a
"big push"2

to use another popular term, "critical minimum effo rt"3

Is required to break through the vicious circle of poverty and enter
that sought-after state of richness.

The basic Idea Is well summarized

by Professor Paul N. Rosensteln-Roden as follows:

1Gerhard Colun and Theodore Geiger, "Country Programming as a
Guide to Development," In Robert E. Asher and others. Development of
Bmerging Countries (Washington, D. C .: The Brookings Institution,

19627, p.-TC------

^P. N. Rosensteln-Rodan, "Notes on the Theory of the Big Push,"
H. S. E llis and H. C. WalHch, editors. Economic Development for
Latin America (London: Macmillan and Company, 1961), pp. 57-6/7
^Harvey Lelbenstein, Economic Backwardness (New York:
Wiley and Sons, 1965), Chapter Ô.

John
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There Is a minim# level of resources that must
be devoted to . . . a development program i f i t Is to
have any chance of success. Launching a country into
self-sustaining growth is a l i t t l e like getting an a ir 
plane off the ground. There is a c ritic a l ground speed
which must be passed before the craft can become a ir
borne . . . . Proceeding 'b it by b it' w ill not add up
to the sum total of the single bits. A minimum quantum
of investment is a necessary, though not sufficient,
condition of success. This, in a nutshell, is the
contention of the theory of the big push.'
Thus economic development is seen as a discontinuous process,
and a gradual approach to the problems of development is therefore re
jected.

According to the proponents of the big push theory, a massive

frontal attack is needed to overcome the inertia of a stagnant economy.
While there are several versions of the big push theory, they a ll are
based on similar arguments.

They a ll stress the importance of comple

mentarities among industries, and hence favor the "balanced growth"
approach.

Secondly, they a ll emphasize the existence of in d iv is ib ilitie s

(discontinuities) in the development process.

The existence of these

in d iv is ib ilitie s , advocates of the big push approach contend, necessi
tates a large in itia l volume of investment in order to realize the
advantages of balanced growth.
The advocates of the balanced growth contend that the only way
the poor can escape from the "low income trap" is to in itia te an acrossthe-board attack on the problems of poverty.

And, they further conclude

that the signals of the price mechanism heed to be supplemented and
corrected i f this task is to be accomplished.

TRosensteln-Rodan,

0£.

Therefore, the balanced

c it . , p. 57.
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growth approach results In the conclusion that economic planning Is
needed to in itia te a process of self-sustained growth in the poor
countries.
The potential advantages of balanced growth, however, cannot be
realized by proceeding "bit by bit" because of in d iv is ib ilitie s in the
process of economic development.

The problem is further complicated by

technological in d iv is ib ilitie s in production functions, especially where
social fa c ilitie s are concerned.

A half-finished dam, which now exists

in Bengal (India), does no one any good.
The strongest argument in support of the idea of a big push may
be noneconomic in nature.

Even eccmomlsts who reject the economic

rationale for a big push are sympathetic to the idea that a big push may
be needed to Jolt the poor out of the rut of tradition.^
A Critique
The principal criticism of the big push approach Is that the
underdeveloped countries simply do not possess sufficient quantities
of the required resources to solve a ll their problems at once.

One

c r itic calls the idea an escapist solution that does not come to grips
with the realities of the typical underdeveloped country.2

For a rapid

promotion of Industry to supplement raw materials production, vast

1Stephen Enke, Economics for Development (Englewood C liffs ,
New Jersey: Prentlce-Halt, Inc., 1$63), p. àlfi.
^Albert 0. Hirschman, The Strategy of Economic Development
(New Haven: Yale University Press, 19^0), p. 521
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amounts of resources w ill be required.

Additional Investment w ill be

required to satisfy Increasing demands for foodstuffs and to supply
agricultural raw materials to the new Industries.
Thus I t can be seen that the resources required to carry out
a policy of balanced growth are of such a magnitude that a country
adoptingftls policy must be far from poor.
Social overhead as a precondition to the expansion of productive
a c tivitie s, which many Internationalists believe Is a must. Is the final
criticism.

The question Is , Is I t necessary for a poor country to have

fu ll expensive social overhead fa c ilitie s before I t can travel the road
to riches?

There Is also another Idea which Is propounded In relation

to this theory.

I t Is claimed that Investment In social overhead f a c ili

ties w ill give Impetus to production ac tivity.

This w riter believes

that I t Is extremely risky to Invest In grandiose social fa c ilitie s and
then hope that such fa c ilitie s w ill stimulate development.
In summarizing. I t can be said that the theory of the big push
places the burden of development on the government.

This may be the

right solution to break the circle of poverty; however. I t Is Impossible
for the poor countries to do everything at the same time and try to
establish a simultaneous frontal attack In all sectors of the econoihy.
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CHAPTER V
PLANNING EXPERIENCES—CASE STUDIES
In spite of the fact that economic planning Is generally viewed
as a matter of utmost Importance In underdeveloped countries, the
majority of them have made relatively l i t t l e progress In preparing and
Implementing development programs.
In poor countries development plans have been prepared; but, for
a variety of reasons, they have never been successfully Implemented.
India and Indonesia provide excellent Illustrations of this type of
situation.
Indonesia
Since Its Independence In 1949, Indonesia has prepared two
national development plans:
Year Plan (1961-1969).

A Five-Year Plan (1956-1960) and an Eight-

Although a considerable amount of time and

money has been devoted to the preparation of these plans, they have been
complete failures thus far.
While there have been numerous obstacles to effective planning
In Indonesia, a general unwillingness to face the problems squarely Is
the greatest obstacle.

According to Benjamin Higgins:

At the root of Indonesia's failu re to launch
a development program . . . has been the lack of
commitment on the part of Indonesian government, and
behind them, the Indonesian people, to the planning and
execution of a development program. There Is s t ill a
40
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lack of understanding, even among educated Indonesians,
of the requirements of economic development. Sovereignty
and prosperity are s t i l l too directly linked In their
minds, and when sovereignty did not bring Immediate
prosperity, there was a tendency to blame either the
continued presence of foreigners
or the government In
power at the moment.'
Also, Ideological conflict among political leaders and general
political Instability have served to paralyze development efforts In
Indonesia.

Due to these factors, the Five-Year Plan "was reduced to

sheer administrative e x e r c is e s .A n d the results achieved thus far
during the Eight-Year Plan have been extremely poor.

As one observer

recently put I t , " It Is evident that only a miracle can bring about
the realization of the Plan's objectives."^
Some economic observers now maintain that since the conflict
with the Netherlands over West New Guinea Is resolved, Indonesian
economy

may now stabilize and develop.

from this case, one Important

This remains to be seen.But

conclusion can be drawn and thatIs , I t

Is fu tile to prepare development plans unless the government and the
people are committed to economic advance and are willing to undertake
the measures necessary to achieve I t .

Unfortunately many poor nations

lack this to a great degree.
^Benjamin Higgins, Economic Development (New York:
1959), p. 735.

W. W. Norton,

^United Nations, "A Decade of Development Planning and
Implementation In the CAFE Regions," Economic Bulletin for Asia and the
Far East. X II (December 1961), p. 18.
3Justus Van Der Kroef, "Indonesia's Economy Looks Forward,"
Eastern World. XVII (April 1963), p. 24.
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India?
India offers an example of a different approach to development
planning.

She has not only produced economists of International reno%m,

such as Dr. Agrawal* but has been experimenting with planning for the
past twenty years.

Since 1951, India has made an e ffo rt to harness Its

national development through a series of three Five-Year Plans.

What

have been the results of her efforts?
The First Five-Year Plan
After the establishment of the Planning Commission In 1950, the
First Five-Year Plan was formulated and was to cover the period 1951-1956.
This plan was a modest one.

The basic objectives of the plan

were to correct the disequilibrium in the economy caused by war and par
titio n (1947), and to in itia te a process of economic development.
plan's income and investment targets were very conservative.

The

National

Income was expected to increase by only 12 percent and the rate of
investment was to be stepped up from 5 percent to 7 percent of national
Income.
Also, the Planning Commission decided to concentrate on
Increasing agricultural output and repairing and expanding the trans
portation system.

The decision to give priority to agriculture and

transportation was based on the urgent need to expand food and raw
?Th1s discussion Is based on the following publications:
Government of India Planning Commission, The First Five-Year Plan, 1952;
The Second Five-Year Plan, 1956; and The TKTrimye-Year Plan. 1961 ;
TO la News; V. V B h aW ^ Decade of fTâhnënkveloomenf (New York:
Asia Publishing House, 1961), pp. 285-317.
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material production which had suffered due to partition of the country.
This order of priorities was reflected in the pattern of public develop
mental expenditure which took place during 1951-1956.

Of a total outlay

of Rs. 1,960 Crores,^ approximately 31 percent was spent on agriculture
and irrig ation , 27 percent on transportation and communications and
only 6 percent on Industry and mining (See Table V-1).
Despite the moderate size of the plan and heavy d e fic it financing,
some gains were recorded in the period.

National income at constant

prices rose by about 18 percent, and per capita income increased by 10
percent.

The index of agricultural production was about 19 percent

higher at the end of the period than in the year preceding the plan.

And

the industrial production showed an even larger percentage of increase
than agricultural production.
Was this really a successful plan?
the gains were rather fortuitous.

This writer believes that

F irs t, the increase in agricultural

output was the result of a succession of favorable monsoons rather than
agricultural programs initiated .

Second, as a result of war and bloodshed,

industrial production was far below capacity at the start of the plan.
The combination of these factors resulted in an unexpectedly low ratio
of investment to output during the plan period.
The f ir s t plan was no real challenge and did not demand any effo rt
on the part of the Indian people.

In an address to the National Develop

ment Council in 1957, Mr. Nehru emphasized this point.

He said:

^A crore is 10,000,000 units. A rupee (Rs.) before devaluation
was worth about 20 cents. After devaluation in 1965, i t is now worth
about 13 cents.
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TABLE V-1
DISTRIBUTION OF PUBLIC DEVELOPMENTAL OUTLAY
UNDER INDIA'S FIVE-YEAR PLANS
(In Percentages)

Category
Agriculture and
Community Development
Irrigation
Power
Industries and Mining
Transportation and
Communications
Social Services and
Miscellaneous
Inventories
Total
Source:

First Plan
(actual)

Second Plan
(actual)

Third Plan
(proposed)

14.9%
15.8
13.3
6.0

11.5%
9.1
9.7
23.4

14.2%
8.7
13.5
23.8

26.6

28.3

19.8

23.4
~— -

18:0

17.3
2.7

100.0%

100.0%

100.0%

Dhlres Bhattacharyya, Understanding India's Economy (Calcutta:
Progressive Publishers, 1562), p. 5ol.
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We had rather an easy time in the First FiveYear Plan . . . .We had not made any particular
e ffo rt. We just took what was there and called i t a
Plan.t
The plan, however, did not alleviate the poverty of the mass of India's
citizens.
The Second Five-Year Plan
The Second Five-Year Plan was the f ir s t real attempt at planning
to fight poverty.

The principal objectives of the second plan were:

1) to increase the national income by 25 percent; 2) to expand employment
opportunities by providing 11

to 12 million new jobs; 3) rapidindustrial

ization; and 4) establishment

of a socialistic pattern of society through

reduction in the inequalities in income and wealth.

In spite of the

conflicts among the objectives, i t was f e lt the plan would be successful
and double the national and per capita income.
The plan was hardly a few months old when serious d iffic u ltie s
were encountered.
the plan were:

Some of the chief d iffic u ltie s met with in implementing

severe depletion of foreign exchange; steeply rising

prices due to poor harvests and d e fic it financing; the failure of the
Investment undertaken to produce the predicted increase In output;
large spending for defense; and the failu re of private savings.
result of these d iffic u ltie s , corrective measures were in itiated .

As a
In

order to conserve foreign exchange, import controls were imposed, and at
the same time, an intensified effo rt was launched to obtain additional
foreign aid.

The planned Investments were cut back to the core; conse

quently, mapy of the plan's objectives were not attained.
TQuoted in Bhatt,

0£.

c i t . , p. 196.
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The second plan originally proposed a total Investment outlay
of Rs. 6,200 crores, but the actual investment amounted to Rs. 6,750
crores.

However, considering the rise in prices during the period, the

investment outlay in real terms was deficient by about 15 percentJ
The marked sh ift from agriculture to industry in the second plan, as
compared to the f ir s t , is indicated in Table V-1.

I t can be seen from

this table that over 50 percent of the total developmental outlay in
the second plan was allocated to industry as opposed to slightly over
30 percent in the f ir s t plan.

On the other hand, the second plan a llo 

cated only 20 percent to agriculture and irrigation against 35 percent
in the f ir s t plan.
The ambitious Second Five-Year Plan ended in frustration and
failu re.

National income increased by only 20 percent against a planned

target of 30 percent.

Since population Increased by nearly 11 percent

in the period, per capita income rose by 9 percent.

The plan also

failed to provide the number of employment opportunities.

Consequently,

unemployment increased from about 5 million at the start of the plan to
9 million in 1961.
The Third Five-Year Plan
In 1961, India launched her Third Five-Year Plan.

I f the plan's

objectives were fu lly realized, national income is expected to increase

h . M. D. L ittle , "A C ritical Examination of India's Third
Five-Year Plan," Oxford Economic Paper, XIV (February 1962), p. 1
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by 31 percent during the five years and 14 million new jobs w ill
have been created.
The investment pattern in the third plan reflects a slight
sh ift in the order of priorities of the development program.

The per

centage allocated for agriculture and power has been substantially
increased while the percentage allocated for transportation and commu
nication has been reduced.

(See Table V-1.)

The Third Five-Year Plan is , at this writing, completed.
evaluation of the plan is not available, however.

The

But i t can be safely

said that the prospects for achieving the objectives look rather dim.
During the fir s t year of the plan, national income increased by only 2
percent*^ considerably less than the 5 percent annual target.

Further

more, the war with Communist China has forced India to increase her
expenditures for defense and use her precious foreign exchange to import
arms.

In addition, the wrath of God in the form of drought has plagued

the country for the past two years.

The total production of food grains

harvested in autumn 1965 and early 1966 was forecast to decline by about
14 million tons from 88 million in the previous year.
under the Third Five-Year Plan was 95 million tons.

The target set
According to FAD,

India's imports of wheat w ill probably exceed 10 million tons in
1964-1965.2
^Krishna Moorthy. "Progress Report on Indian Plans," Economic
Review. XXXVIII (October 11. 1961), p. 105.
2fA0, Monthly Bulletin of Agriculture. Economics and S tatistics,
No. 1 (1966), p. 14.
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Where w ill India find the foreign exchange to pay for these
imports of wheat?

The poor w ill therefore remain poor.

A Suimiary of India's Experiences
A major inadequacy in the Indian planning is the general failu re
in implementation and control.

An example of this inadequacy was the

government's tardiness in imposing import controls when the foreign
exchange crisis developed.
The great failure of the plans has been the lack of foreign
exchange.

A development program aimed at industrialization requires

large supplies of foreign exchange.

Even i f a concerted effo rt is made

to economize on the use of foreign exchange, the resources of a poor
country are inadequate to meet the needs of a large-scale industriali
zation program.
There also exists a conflict between maximizing output and mini
mizing employment.^

An industrial development program requires massive

investment in capital-intensive industries.

This type of investment does

not create many employment opportunities (in a short run).

In a poor

country, where unemployment is a serious problem, additional employment
opportunities can be created through schemes which require relatively
small amounts of investment.
Perhaps the most serious cause for failure of the plans is the
population growth.

India cannot hope to achieve any increase in real per

capita income unless i t f ir s t comes to grips with the vital problem of
its population increase.
^Krause, op.- c i t . , pp. 166-168.
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Lastly, in India, like in many poor countries, economic
calculation seems to have very l i t t l e to do in shaping the development
strategy.

Investment projects appear to be selected or rejected on a

p olitical basis without attempting to measure the prospective returns
from alternative projects.
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CHAPTER VI
CONCLUDING REMARKS
Given the complexity of the problems facing the poor countries
today, there seems no hope of breaking the bonds of economic stagnation.
The progressives who f e lt that Europe was morally bound to help
the underdeveloped because I t was p artially responsible for the back
wardness of these areas have become d1sheart«wd.

The “neo-colonial-

Ists" who are the new entrepreneurs In the world market, looking for
sources of raw materials and new markets, are losing Interest because of
synthetic materials and rich markets In the affluent societies.

The

nuclear weapons have antiquated the theory of "balance of power/fear."
This has led to a loss of Interest on the part of the rich leaders to
secure p olitical and m ilitary orientation of these poor.

In addition,

"the Importance of a ll underdeveloped countries as an outlet for surplus
capital to prevent a 'Ricardian* stagnation In the capitalist world has
also disappeared, since boundless amounts of capital can be happily
rocketed into the outer space.
Economic development Is a dynamic process.
effecting economic development are dynamic.

Hence the factors

To progress, therefore.

^Brenner, 0£. c it . , p. 278.
50
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each of the variables [ f ( a ,e ,t ) ] should be progressed. But the profile
of the poor presented in this study portrays that these lands tend to
preserve the vicious circle of poverty because of their defective homeo
static mechanism.

Also, i f the standard of living is to be increased

the rate of technological advance and output must increase faster than
the rate of growth of the labor population.
Even i f a ll the ingredients for growth are given, the develop
ment toward riches s t ill depends on the people.

They must be willing

to break from the past, work harder, produce more and make sacrifices
to provide savings.

Socio-cultural roadblocks must be breached, but

the people of the underdeveloped nations seem unwilling to do these
things.

How can government plans work? How can they become rich?
Policies, plansand procedures have been designed and redesigned

to bring together these two worlds with no avail.

Ignorance, p o liti

cal in s ta b ility , population explosion, and Incompatibility between
nations are determined to sap the strength of any or a ll these policies
and push the poor deeper into the doldrums of poverty and hunger.
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